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Given the increase in audit procedures
brought on by new standards and regulations,
computer assisted audit tools (CAATs) are
seen as a means to improve audit quality and
efficiency. The universe of CAATs can
be organized into three major groups:
Audit management. These tools
are used to manage engagement
resources and documentation, to facil
itate collaboration with the engage
ment team and otherwise to improve engage
ment efficiency.
Data analysis. This refers to the analy
sis of company information to identify
errors, fraud and cash recoveries. It can also
be used to automate manual audit procedures
while also increasing audit quality.
Risk management. This refers to efforts
to mitigate company risk and enhance con
trol documentation.
Here’s an overview of how each of these
tools can be used in practice.
Audit Management

There are many tools in this category, from
Web-based meeting rooms to automated bank
confirmation products, but firms’ main focus
is on automated workpapers. They carry
many advantages:
• No paper costs. If you take a quick count
of the number of pages used, printed and
copied for all audits and reviews during the
year, you’ll see paper can be an unexpect
edly high expense.
• No storage space. Calculate the costs of
the rental space for storing the papers.
Paper and storage costs alone may pay for
the entire audit workpaper implementation
in the first year.

• Convenience. With workpapers accessible
through the Web, there are no more wasted
trips driving back to the office just to drop
off or pick up workpapers. Staff productiv
ity for these low-value tasks can be used
for more client work in the field.
• Consistency. While an audit should not be
a checklist, there is no reason why
information can’t be stored in a more
consistent manner across audits. Not
only does it help to ensure quality stan
dards are being followed, it also simply
makes everything that much easier to
find in the work product.
• Security. Everyone has a story about audit
workpapers being lost in a fire, a stolen
car, etc. These problems can be virtually
eliminated with an audit workpaper system
that replicates the work product on the lap
top, central server and backup tapes at an
off-site location. Also, unlike the audit
trunk that can be picked with a paper clip,
system security ensures that only the audit
team can create, edit and delete work.
• Business sophistication. No one wants to
be the last person still lugging around audit
workpapers when everyone else can sim
ply burn them to a CD or provide read
only Web-based access. Hence, as clients,
staff and recruits see other firms embrace
audit work management tools, they may
avoid the laggards in the industry.
Data Analysis

Data analysis tools can increase audit quality
by allowing more extensive reviews of com
pany databases, but CPAs may feel they
already do a quality job. Regardless of the
audit quality, data analysis of company data
bases is becoming a near necessity as compa
nies move more and more business processes
online. The pragmatic firm may still not be
continued on page B2
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continued from page B1—Automating the Audit
convinced of the benefits. Below are a few
3. Summarizing journal entries by
specific ones:
account and extracting repetitive and
• Do what you do today, only faster.
unique account sequences used in the jour
QuickBooks does a brilliant job of
nal entry.
automating check writing and customer
4. Calculating the total sales by cus
billing, the key processes within a small
tomer for the first three quarters of the year
business. With that concept in mind,
and relating to the last quarter of the year
for major 4th quarter swings.
auditors should consider the tests they
complete on a regular basis and see
5. Summarizing adjustments to cus
whether they could be automated. Even
tomer accounts for the 12 months prior and
if automation saves two to three hours on
the months after year end (with a trend
each audit, over time that can add up to a
graph by customer).
full week of work. Further, with the
While these tests can be pre-pro
price of data analysis software getting
grammed and run for all audits, customized
cheaper all the time, it can pay for itself
tests should also be used. Using pre-pro
in an audit or two. Example tests CPAs
grammed tests or not, by mining into the
perform on almost every audit that could
data, auditors will increase their reach in an
be automated include:
audit as the data will identify trends they
1. Verifying the mathematical accuracy
may not have seen previously.
of accounts receivable, accounts payable
• Break the mold. Once auditors have
access to their client’s data, they can
and inventory lists.
2. Performing samples of accounts
achieve not only a faster and better
receivable invoices and automatically creat
audit, but it is also easy to turn the
ing confirmation forms in Word for printing
engagement into a value-added client
service. The auditor will be asking less
and sending to customers.
3. Matching cash receipts after year
predictable and more insightful ques
tions and, if nothing else, showcasing
end to the accounts receivable confirmation
the firm’s increased technology acumen.
selections.
This new perspective may lead to other
4. Selecting invoices paid after year
opportunities.
end to determine if they should have been
accrued per company records.
Risk Management
5. Performing samples of inventory
This tool is generally used by companies to
items for observation or price testing.
• Have a better chance of finding fraud.
help document their internal controls.
However, with the internal controls docu
Procedures performed using data analy
sis may provide a more defensible posi
mented in a comprehensive database, audi
tion in court and to anyone challenging a
tors can easily complete internal control
reviews using a consistent framework.
firm’s reputation. Firms that embrace
Rather than spend hours in process reviews
technology demonstrate a commitment
with the client or sifting through countless
to completing a quality audit.
Developing tests in fraud brainstorming
Excel and Word documents, the auditor
can use the database as the basis for
sessions, the auditor can efficiently
review. For example, segregation of duties
search the haystack for the needle.
around customer sales and cash processing
Example tests include:
can be readily analyzed in a database query
1. Listing all multiple journal entries
immediately below an approval limit (e.g.,
which can be done for one division or for
all divisions with such processing. The
many $99,999 journal entries when there is
database can be searched for any gaps in
a $100,000 approval limit), highlighting a
controls for follow up with the client in a
circumvention of the established control.
few mouse clicks. The more controls that
2. Extracting customer sales that
can be reviewed and understood in this
exceed the 12-month average sales from
expedited fashion, the better the control
that customer by a specified percentage
test plan that can be developed, which
(i.e., 200%).

AICPA
means less substantive testwork in the
audit:

Rich Lanza, CPA/CITP, CFE, PMP, is a
Director at CPA2Biz, where he manages the
content and vendor selection for the
CPA2Biz Audit & Control Technology Store.
He is the author of The 2005 Buyers Guide
to Audit, Anti-Fraud, and Assurance
Software, which is available in the CPA2Biz
Audit & Control Technology Store. Brian
Kush is the leader of the Audit Technology
team and the head of the Data Extraction
Power Play service at AuditWatch. Prior to
joining AuditWatch, he served in the
Assurance and Advisory Business Services
Department at the Washington, D.C., office
of Ernst & Young LLP.

Some Estimated Tax
Payments Lost

The Internal Revenue Service is alert
ing taxpayers in 13 states that about
30,000 estimated tax payments sent to a
San Francisco post office box in early
Sept. were lost in the aftermath of a
traffic accident.
Taxpayers who may be affected
include:
• Residents of Alaska, Arizona,
California, Hawaii, Idaho, Montana,
Nevada, Ohio, Oregon, Utah,
Virginia, Washington and Wyoming.
• Anyone who mailed an IRS tax pay
ment to the IRS San Francisco post
office box between Sept. 1 and Sept.
11.
The IRS estimates that approxi
mately 30,000 of the estimated 45,000
tax payments on board the vehicle
involved in the accident—mostly Form
1040-ES quarterly estimated tax pay
ments—are not recoverable.
The IRS asked potentially affected
taxpayers whose checks have not
cleared their banks to contact the
Service at:
800/829-1040
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Proposed Revision to
Interpretation 101-1;
Conceptual Framework for
AICPA Independence
Standards

AICPA
address such situations, it would be included in the

professional Code as an authoritative document. However, under no
ethics

The AICPA Professional Ethics Executive Committee has issued an
exposure draft that proposes a revision to Interpretation 101-1 under
Rule 101—Independence, and exposed for comment the
Conceptual Framework for AICPA Independence Standards.
Under the proposed revision to the “Other Considerations” sec
tion of Interpretation 101-1, a member would use the risk-based
approach described in the Conceptual Framework for AICPA
Independence Standards to comply with the current requirement in
this section that a member consider relationships between a mem
ber and his or her client, not specifically addressed by the Code, to
assess whether any relationship “would lead a reasonable person
aware of all the relevant facts to conclude that there is an unaccept
able threat to the member’s and the firm’s independence.” Because
all members would be required to use the Conceptual Framework to

Proposed Standards
for Indemnification/
Limitation of Liability
Provisions and
Forensic Accounting
Services
A PEEC omnibus ED proposes two new
interpretations under Rule 101 —
Independence.
The first proposal would address the
impact that certain indemnification and
limitation of liability provisions may have
on a member’s independence when
included in engagement letters or other
agreements entered into with a client.
Under the proposal, certain indemnifica
tion and limitation of liability provisions
in connection with an attest engagement

circumstances could members use the Conceptual
Framework to overcome specific prohibitions or
requirements contained in the independence interpre
tations and rulings in the Code.
Further, when a threat to independence is not at an acceptable
level, thereby requiring the application of safeguards, members
would be required to document that threat and the safeguards
applied to eliminate it or reduce it to an acceptable level. A failure
to prepare the documentation would be considered a violation of
Rule 202—Compliance with Standards, but would not cause an
independence impairment provided the member can demonstrate
that he or she did apply safeguards to eliminate the unacceptable
threat or reduce it to an acceptable level.
Comments are due by Dec. 16, and should be sent to Lisa A.
Snyder, Director-Professional Ethics Division, at:
lsnyder@aicpa.org
The ED can be found at:

www.aicpa.org/download/ethics/2005_0915_ed_Int101-1 .pdf

are considered to pose an unacceptable
threat to a member’s independence. An
example would be when the member
seeks to limit or eliminate his or her lia
bility with respect to actual damages aris
ing from the member’s negligence or the
client’s negligence. Other provisions
would not impair independence, such as
when a member seeks to limit or elimi
nate his or her liability arising from the
client’s knowing misrepresentation, will
ful misconduct or fraudulent behavior.
The proposed interpretation also provides
guidance on arrangements whereby a
member and client agree to use arbitra
tion, mediation or other alternative dis
pute resolution methods to resolve a dis
pute between them, or an agreement to
waive a jury trial.
The second proposal would cover the
impact that the provision of litigation and
forensic accounting services would have

Ethics Interpretation 101-15 on
Financial Relationships
The AICPA Professional Ethics Executive Committee has
adopted a new ethics interpretation, 101-15—Financial
Relationships, under Rule 101—Independence (AICPA,

on a member’s independence with respect
to his or her attest clients. Under the pro
posal, forensic accounting services consist
of (1) litigation services and (2) investiga
tive services. Litigation services are fur
ther categorized as expert witness ser
vices, consulting services and other ser
vices, such as serving as a court appointed
expert, special master, trier of fact, ref
eree, arbitrator or mediator. The proposed
interpretation also provides guidance on
the provision of client advocacy services
and fact witness testimony.
Comments are due by Dec. 16, and
should be sent to Lisa A. Snyder,
Director-Professional Ethics Division at:
lsnyder@aicpa.org
The ED can be found at:
www.aicpa.org/download/ethics/
2005_0915_ed_Indemn.pdf

H

Professional Standards, vol. 2, ET sec. 101.01), that defines
financial interest, direct financial interest and indirect financial
interest as used in ethics interpretation 101-1, and provides guid
ance to members on determining whether financial interests
should be considered direct or indirect financial interests.
www.aicpa.org/members/div/ethics/recent_interp_rulings.htm
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IRS Account Resolution
Tools

Webcast

How does the Internal Revenue Service help practi
tioners sort through account issues? According to a
recent Tax Talk Today Webcast sponsored by the IRS, these tools
include more traditional options, such as phone and fax, as well as
the newer e-services. The Webcast panel also examined issues relat
ing to the power of attorney as it applies to IRS account resolution
tools.
The panelists noted that along with mail and fax, there are two
more immediate ways to get in touch with the IRS:
• Practitioner Priority Service. Using a toll-free number—
866/860-4259—CPAs can directly contact IRS staff. This phone
service is available from 7:30 a.m. to 6:30 p.m. local time, with
extended hours during the filing season. While the service cannot
be used for accounts already assigned to an examiner or sent to
collections, customer service representatives can provide the
examiner’s name and contact information for those accounts,
which can help to expedite the process.
“It’s the place of first contact for tax practitioners. It’s not for
their clients,” said Susan W. Carroll, IRS Deputy Director, Accounts
Management, Wage and Investment Division. “We’ve been able to
staff this with highly skilled and specially trained assisters who can
understand the unique needs of practitioners.”
• Electronic Account Resolution, on the other hand, accepts sub
missions and provides responses via e-mail, which the practi
tioner can then print and keep on file. To use this and other IRS
e-services, tax practitioners must register with the IRS as an
Electronic Returns Originator and must file at least five elec
tronic tax returns per year. Because Electronic Account
Resolution is available online, it is accessible 24 hours a day.
The electronic option also provides a tracking number that
allows the practitioner to contact the same person via e-mail for
45 days, avoiding frustrating repetition.
“You’ll never really find yourself in that loop where you have

IRS Oversight
Board Commends
Katrina Response
and Progress on
Modernization

IRS
update

At a recent meeting, the IRS Oversight
Board commended the IRS for its perfor
mance in assisting taxpayers following
Hurricane Katrina and pointed to the
importance of the agency’s critical infra
structure in providing such a high level of
service to the victims. The board also
praised the IRS for its continued progress
on its Business Systems Modernization
program, which the board said is meeting

to explain the same situation over and over and over to
different people, because one person is dedicated to
resolving that issue,” said Kim Carlos, IRS Senior
Policy Analyst, Business Strategy and Architecture
Office.
In addition to Electronic Account Resolution,
other IRS services available online include filing disclosure autho
rizations (Forms 2848 and 8821) and transcript delivery service, an
increasingly popular feature, the panelists said.
Easier Access

The panelists said that whether paper or electronic, the tools offered
by the IRS are most helpful to the tax practitioner who has procured
the correct disclosure authorization—either a checked box on the
specific return authorizing the practitioner to discuss processing
issues only for that return for one year from its due date; a tax infor
mation authorization (Form 8821); or a power of attorney (Form
2848). The Tax Talk Today panel recommended that practitioners
use the power of attorney whenever possible because of the broader
scope such authorization provides. And, while a practitioner can file
a power of attorney online, the experts admit that most are handled
by phone and fax.
When dealing with powers of attorney, tax practitioners should
keep in mind that most states have their own specific forms and will
not accept a federal power of attorney. Filing errors create another
avoidable yet persistent pitfall for the tax pro, the panelists said, but
electronic filing options help to alleviate the most common mis
takes: missing signatures and other omissions.
A full transcript of the Webcast, “Tools to Resolve Accountrelated Issues,” can be found at:

www.taxtalktoday.tv/index.cfm?pgname=5.71

In addition, practitioners will find information about the
October Webcast, “Hurricane Katrina Tax Relief Provisions &
Form 1099 Update,” at:

www.taxtalktoday.tv

almost all of its delivery dates and
cost targets for fiscal year 2005.
The board said that IRS
actions in response to Hurricane
Katrina included granting tax filing
and payment relief to all affected
taxpayers until Feb. 28, 2006. It also
assigned thousands of employees to aug
ment the Federal Emergency Management
Agency call registration site and estab
lished its own special toll-free disaster
number and a special section of IRS.gov.
The AICPA partnered with the IRS to pro
vide assistance to taxpayers at local
FEMA disaster recovery centers. CPA
volunteers joined IRS employees to staff
disaster recovery centers servicing some
of the areas affected by Hurricane

Katrina.
Although the statistics are being
updated, as of early Oct., the IRS had:
• Answered over 749,000 registration
calls for FEMA.
• Staffed 40 sites in 11 states and the
District of Columbia with employees
who distribute Disaster Relief Kits,
provide copies of taxpayer account
information and previously filed tax
returns, and assist taxpayers with filing
claims or amended returns.
• Answered over 32,000 calls on the spe
cial IRS toll-free line for affected tax
payers.
• Filled orders for over 173,000 Disaster
Relief Kits.

